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2002 was a record-breaking year for New Ulm Telecom, Inc.
We are especially proud of these results given troubled times for
the overall business and economic environment.

New Ulm Telecom’s success is a result of staying the course. This course
began in the early 1990’s when we started developing strategies to grow
our business beyond telephone service. VWe made a plan, we worked the
plan, and our plan is working!

Staying the course requires company-wide commitment to living our
mission and values. New Ulm Telecom management and staff demonstrate
that commitment every day. They are innovative in developing products
and services, and steadfast in operating by our core values.

TO OUR SHAREHOLDERS

Opening our new office in Redwood Falls, MN last summer was another
important milestone on our course. That community’s needs for new
technology fit with New Ulm Telecom’s desire for growth. Based on initial
results, which have exceeded projections, our expansion into this new
market is truly a win/win opportunity.

We also recognize the continuing contributions of our subsidiary
operations in Springfield, MN and Aurelia, IA. They do an excellent job
of managing the challenges and opportunities of their respective markets.

OPERATING HIGHLIGHTS

New Ulm Telecom, Inc. exceeded its operating budgets and goals for 2002.
= Operating expenses for 2002 increased 14.3% from the previous year.

= Net income for the year exceeded $3.9 million.

= Operating revenues grew 7.5% in 2002.

= Dividends paid to shareholders in 2002 were $.33 per share.

MISSION

To provide value-enhanced communication solutions with superior service provided
by customer-focused employees. Our company will balance innovation with risk to
enable the growth and prosperity of customers, employees and shareowners, while
vm?:ml:m in the progress of our communities.

VALUES
We believe/believe in . ..

The highest levels of integrity, honesty, and ethical standards in all that we do.
= A customer is of primary importance and deserves our best service, attitude
and consideration.
s An environment that empowers employees to achieve excellence in all activities.
= Active participation to the continual quality-of-life advancements in our community.

Being good stewards in managing our resources.

We have always placed great importance on our fiduciary responsibilities to
shareholders and the investment community. The New Ulm Telecom, Inc.
Audit Committee has been a standing committee for many years and acts
independently of the board as a whole.

Our Audit Committee is responsible for overseeing that all company financial
reports reflect sound accounting practices, based on a strict code of ethics
and full disclosure of all relevant financial assumptions and information. The
committee is also a resource for confidential, anonymous submissions from
any employee who has concerns about accounting or auditing matters they
may witness internally.
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Dreaming about the future
is a catalyst for innovation.
Prudent planning is the

root of meaningful change.
Both were important to
how NU-Telecom grew from
delivering local telephone
service to providing the best
solutions for video, Internet

and telecommunications.

COURSE FOR GROWTH CHARTED

The vision to make New Ulm Telecom more than the local telephone
company began in the early 1990’ as the company was considering
strategies for future growth and profitability.

Customers’ growing interest in high-tech communication, information
and entertainment services helped drive the company’s decision to

grow their business by expanding their product line.

Plans were made to move NU-Telecom from delivering local telephone
service to providing the best solutions for video, Internet and telecom-
munications.
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NEW

PRODUCTS

LAUNCHED

With new technology in place, NU-Telecom launched Digital Video TV and High-Speed
DSL Internet. NU-Telecom customers can watch TV, surf the Internet and talk on the
telephone at the same time, through a single connection.

NU-Telecom designed their new products with choice and convenience for customers.
Bundled service options offer discount pricing for customers who subscribe to both
Digital Video TV and High-Speed DSL Internet. Digital Video TV subscribers can choose
from various program packages, based on their viewing and budget preferences.

All NU-Telecom customers enjoy the convenience of one-call service for any NU-Telecom
products, plus consolidated billing with one itemized monthly statement.

NU-Telecom now offers the best
solutions for video, Internet and
telecommunications:

® Digital Video TV

® Internet and High-Speed DSL

Telephone Services including

Phone Store

Wireless Phones and Services

Business Services

Networking and Data Services
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The company’s growth and expansion was reflected in the opening of two new
offices in the last two years.

The relocation of corporate headquarters in New Ulm in September of 2001
satisfied the need for more space to accommodate expanded technology and
support services for new products. In addition, the move provided an opportunity
to locate and design space to help enhance customer service efforts and product
marketing opportunities.

Several years ago, NU-Telecom identified a new market opportunity in Redwood
Falls, MN. That community’s need for new technology fit NU-Telecom’s desire
for growth so the company proceeded with plans to open a new office and
offer their complete line of services. The Redwood Falls office opened in June
of 2002 with new subscriptions exceeding initial projections.

NEW OFFICES OPENED

September 2001: New Ulm Telecom, Inc.
relocated its corporate headquarters to a
newly renovated building in the beart of
the New Ulm business district.

June 2002: NU-Telecom opened a new
office in Redwood Falls, MN, offering

the company’s complete line of products

and services.
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BUSINESS DESCRIPTION

General

New Ulm Telecom, Inc. (the Company) was incorporated in 1905 under the laws of the
State of Minnesota, with headquarters in New Ulm, Minnesota. The Company’s princi-
pal line of business is the operation of local exchange telephone companies (LECs). In
the telecommunications industry, local exchange companies generate the largest share
of total revenues. The Company’s core business is the operation of three LECs. This
business consists of connecting customers to the telephone network, providing
switched service and dedicated private lines, connecting customers to long distance
service providers and providing many other services associated with LECs.The
Company also provides cable television services, internet access services, long distance
service and installs and maintains telephone systems to the areas surrounding its LEC
service territory in southern Minnesota and northern lowa. In addition, the Company

undertook business startup initiatives in the competitive local exchange carrier business
in 2002.

The five wholly-owned subsidiaries of New Ulm Telecom, Inc. and the business seg-
ments in which they operate are:

NEW ULM TELECOM SECTOR
* New Ulm Telecom, Inc. (NUT) - Parent Company, a Minnesota
Corporation
WESTERN TELEPHONE SECTOR
* Western Telephone Company (WTC), a Minnesota Corporation
PEOPLES TELEPHONE SECTOR
+ Peoples Telephone Company (PTC), an lowa Corporation
NEW ULM PHONERY SECTOR
» New Ulm Phonery, Inc. (Phonery), a Minnesota Corporation
CELLULAR SECTOR
* New Ulm Cellular #9, Inc. (Cell #9),a Minnesota Corporation,
containing only the investment income from Midwest Wireless
Holdings LL.C. (MWH)

NEW ULMTELECOM, INC.AND SUBSIDIARIES

OTHER SECTOR
* New Ulm Long Distance, Inc. (NULD), a Minnesota Corporation
» Cell #9, a Minnesota Corporation, containing only the operating
activities of Cell #9

The Company and its subsidiaries are engaged in businesses that provide services to
their customers for a fee. These services are repetitive and recurring, and, as a result,
backlog orders and seasonality are not significant factors. Working capital requirements
primarily involve the funding of the construction and maintenance of telephone fixed
assets, the payroll costs of highly skilled labor and the inventory to service its telephone
equipment customers.

The materials and supplies which are necessary for the operation of the businesses of
New Ulm Telecom, Inc. and its subsidiaries are available from a variety of sources, and
no future supply problems are anticipated. All of the Company’s incumbent local
exchange carrier (ILEC) and competitive local exchange carrier (CLEC) central office
switches are the Nortel Brand. Nortel is a leading supplier of communications equip-
ment, and the Company’s dependence on this brand is not viewed as a significant risk.
In addition, the Company invested heavily in digital loop carrier equipment in New Ulm,
Minnesota and Redwood Falls, Minnesota. This equipment is manufactured by Next
Level Communicaions, which allows the Company to offer the converged services of
voice, video and high speed internet access u

ng one platform. The Company’s
dependence on this brand is not viewed as a significant risk.

Patents, trademarks, licenses, franchises and concessions are not significant in the busi-
nesses of the Company or its subsidiaries.

The Company and its subsidiaries are not dependent upon any single customer or
small group of customers. There is no customer that accounts for ten percent or
more of the Company’s consolidated revenues.

There is no material portion of the businesses of the Company or its subsidiaries,
which may be subject to renegotiation of profits or termination of contracts or sub-
contracts at the election of the Government.
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In order to meet this competition, NUT has deployed new technology for its local
exchange network to increase operating efficiencies and to provide new services to its
customers. These new technologies include the latest release of digital switching
technology on all of NUT’s switches and installation of $57 (an out-of-band system) for
all of its access lines. NUT has also begun construction (anticipated to be completed in
2003) of a fiber ring (redundant route designs which allow traffic to re-route if trouble
appears in the line) that will protect its interexchange network, which NUT believes wilt
enable it to provide a very reliable level of service to its customers. The utility of the
local network is also enhanced by the ability to offer high speed internet (digital sub-
scriber line, or DSL) to 90% of its customers. In addition, NUT has enhanced the net-

work to offer video services over the same facilities that provide its customers with

voice and internet access. This technology is available to approximately 65% of its access
lines.

NUT currently has competition in the provision of plain old telephone service (POTS) in
Redwood Falls, Minnesota. The incumbent provider is Qwest (NUT entered Redwood
Falls as a CLEC in September 2002). Competition does not currently exist in the other
communities and areas served by NUT for POTS. NUT’s competitor for video services
in New Ulm, Minnesota is the incumbent of Time Warner. In Redwood Falls, Minnesota
the incumbent is Mediacom. NUT constantly responds to competitive pressure with
active programs to market products and to enhance its infrastructure for higher cus-
tomer satisfaction.

Competition also exists for some of the services provided by interexchange carriers,
such as customer billing services, dedicated private lines, and network switching. This
competition comes primarily from the interexchange carriers themselves. The provision
of these services is of a contractual nature and is primarily controlled by the interex-
change carriers. Other services, such as directory advertising, operator services and
cellular communications, are open to competition. Competition is based primarily on
service and experience.

Western Telephone Sector

WTC is an independent telephone company which is regulated by the Minnesota Public
Utilities Commiission (MPUC). WTC has not experienced a major change in the scope
or direction of its operations during the past year.

NEW ULM TELECOM, INC.AND SUBSIDIARIES

At December 31,2002, WTC served 2,500 access lines. WTC provides telephone serv-
ice in Minnesota to the cities of Springfield, Sanborn and the adjacent rural areas in
Brown and Redwood counties in south central Minnesota approximately 120 miles
southwest of Minneapolis, Minnesota. WTC operates two cable television systems in
Minnesota (in the cities of Sanborn and Jeffers), servicing approximately 220 customers.

WTC derives its principal revenues from local service charges to its subscribers and
access charges to interexchange carriers for providing access to the long distance net-
work. Revenues are also received from long distance carriers for providing the billing and
collection of long distance toll calls to subscribers.

Alternatives to WTC service include customers leasing private line switched voice and
data services in or adjacent to the territories served by WTC, which permits the bypass-
ing of local telephone facilities. In addition, microwave transmission services, wireless
communications, fiber optic and coaxial cable deployment and other services permit
bypass of the local exchange network. These alternatives to local exchange service rep-
resent a potential threat to WTC’s long-term ability to provide local exchange services at
economical rates.

In order to meet this competition, WTC has deployed new technology for its local
exchange network to increase operating efficiencies and to provide new services to its
customers. These new technologies include the latest release of digital switching technol-
ogy on all of WTC’s remote switches and installation of SS7 (an out-of-band system) for
all of its access lines. WTC has also begun construction (anticipated to be completed in
2003) of a fiber ring (redundant route designs which allow traffic to re-route if trouble
appears in the line) that will protect its interexchange network, which WTC believes will
enable it to provide a very reliable level of service to its customers. The utility of the
focal network is also enhanced by the ability to offer high speed internet (digital sub-
scriber line, or DSL) to 90% of its customers. In addition, WTC is planning to enhance its
network to offer video services over the same facilities that provides its customers with
voice and internet access in 2003.
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Cellular Sector

Cell #9 owns a 7.58% and PTC owns a 2.34% interest in a limited liability company,
MWH, that provides cellular phone service in southern Minnesota, northwestern lowa
and southwestern Wisconsin (See Note 4 of Consolidated Financial Statement). Cell #9
and PTC, in this sector, derive their equity earnings from their percentage ownership in
MWH. The MWH investment is a separate segment that is recorded on the equity
method of accounting.

Other Regulation

The Company and its subsidiaries anticipate no material affects on their capital expendi-
tures, earnings or competitive position because of laws relating to the protection of the
environment.

Other Competition

As a result of the Telecommunications Act of 1996, telephone companies no longer have
an exclusive franchise service area. Under the law, competitors may offer telephone
service to the Company’s customers and request access to the Company’s local network
fac
outside their existing franchise service area. The law includes universal service provisions,

ies. The law also permits existing telephone companies to offer telephone service

interconnection requirements, and rules mandating how competition

be implement-
ed. The Federal Communications Commission (FCC) and state regulatory agencies are
responsible for establishing rule making procedures to implement the law. The rule mak-
ing procedures are not complete and a number of court cases have already been filed
challenging various aspects of the rules and procedures. Until the rule-making proce-
dures are complete and the court issues settled, the Company cannot predict how the
new law will affect its business.

Since the mid-1990’s New Ulm Telecom, Inc’s business strategy has been to position itself
as a “one-stop” telecommunications provider. The Company believes that its customers
value the fact that it is the “local company” whose goal is to meet the customers’ total
communications needs. The Company believes that it has several competitive advantages:
its prices and costs are low; its service quality and reputation are high; its commitment to
the communities it services is unparalleled; its investment in technology is strong and it
has a direct billing relationship with almost all of the customers in its service territories.

NEW ULM TELECOM, INC. AND SUBSIDIARIES

The long-range effect of competition on the provision of telecommunications services
and equipment

depend on technological advances, regulatory actions at the state and
federal levels, court decisions, and possible additional future state and federal legislation.
The trend resulting from past legislation has been to expand competition in the telecom-
munications industry.

Forward Looking Statements

This Annual Report to Shareholders contains forward-looking statements that are based
on management’s current expectations, estimates and projections about the industry in
which the Company operates and management’s beliefs and assumptions. Such forward-
looking statements are subject to important risks and uncertainties that could cause the
Company’s future actual results to differ materially from such statements. These state-
ments are not guarantees of future performance and involve certain risks, uncertainties
and probabilities, which are difficult to predict. Therefore, actual outcomes and results
may differ materially from what is expressed or forecasted in such forward-looking state-
ments, whether as a result of new information, future events or otherwise. Factors that
might cause differences include:

» increased competition in core business sectors which may decrease market
share and/or effect the pricing of services or products;

* the ability to retain key employees;

« changing market conditions which may affect growth rates in the industry;

* the ability to secure financing for future expansion and operations;

» the ability to improve operations with new technologies;

« the investment in technological innovations which may affect future capital
needs;

» the continuation of historical trends;

+ the economy in general;

* the future of the communications industry and communications services;

= the effect of legal and regulatory changes which may have an effect on business;

« sufficient cash generation from current operations to fund future liquidity
needs;

* other risk and uncertainties which may affect the operating results.
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MANAGEMENT DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATION

Results of Operations for 2002, 2001 and 2000

As previously described, the Company operates five business segments; the majority of
its operations consist of four segments that provide telephone and related ancillary
services, and cable television services to several communities in Minnesota and lowa. A
fifth segment has a 9.92% interest in MWH and records this investment on the equity
method of accounting. The equity method is used due to the influence the Company
has over the operations and management of this LL.C.

Consolidated Results of Operations

+ 2002 consolidated revenues were $14,334,000, compared with $13,334,000 in
2001, an increase of $1,000,000 or 7.5%. The New Ulm Telecom sector provided
$940,000 of the increase with the continued success of its new service offerings:
digital video and digital subscriber line (DSL}), which began in 2001, and the intro-
duction of competitive local exchange services in Redwood Falls, Minnesota. New
Ulm Telecom, Inc. invested $7,800,000 in its infrastructure, which allowed it to
enhance its local network, offer new services to its subscribers, and expand its
service territory to Redwood Falls, Minnesota. All other segments had no
material change.

* 2002 consolidated operating expenses were $10,754,000, compared with
$9,407,000 in 2001, an increase of $1,347,000 or 14.3%. The New Ulm Telecom
sector provided $1,061,000 of the increase, with $619,000 of the increase attrib-
uted to depreciation expense and $246,000 of the increase reflecting inter-
exchange carrier (IXC) write-off of receivables due to the bankruptcies of
WorldCom and Global Crossing, and $196,000 of the increase reflecting the addi-
tional general and administrative expenses associated with the steps taken by the
Company to compete in all aspects of communication services and to provide
exceptional customer service for our complete array of products and services and
the introduction of CLEC services in Redwood Falls, Minnesota. The Western
Telephone Company and Peoples Telephone Company segments also saw
significant increases in operating expenses due to the write-off of bankrupt carrier
receivables. The bankruptcy write-offs total $154,000 for these two sectors. Total
company write-offs of bankrupt carrier receivables in fiscal year 2002 were
$400,000.

NEW ULMTELECOM, INC.AND SUBSIDIARIES

2002 consolidated net income was $3,989,000 compared with $2,768,000 in
2001. The increase in consolidated net income was $1,231,000 or 44.4%. The
increase was attributed to the pretax gain of $1,157,000 ($697,000 after tax) of
the dissolution of the two corporations within the Peoples Telephone sector and
the pretax increase in partnership income from MWH of $1,580,000 ($950,000
after-tax) due to MWH’s increase in profitability and the direct ownership
increase in MWH attributable to the dissolution of the two cellular corporations
in lowa and the additional units purchased at the time of that dissolution.

2001 consolidated revenues were $13,334,000, compared with $12,485,000 in
2000, an increase of $849,000 or 6.8%. The NUT sector provided

$702,000 of the increase with the introduction of new service offerings: digital
video and digital subscriber line (DSL). NUT invested $8,000,000 in its
infrastructure, which allowed it to enhance its local network and offer these
new services to its subscribers. All other segments had no material change.

2001 consolidated operating expenses were $9,406,000, compared with
$8,146,000 in 2000, an increase of $1,260,000 or 15.5%. The New Ulm Telecom,
Inc. sector provided $1,156,000 of the increase, with $756,000 of the increase
attributed to depreciation expense. The remaining $400,000 is associated with
additional expenses (programming fees, transport costs, employee costs,
advertising) incurred with the introduction of video services offered in the

City of New Ulm, Minnesota.

2001 consolidated net income was $2,768,000 compared with $2,963,000 in
2000. The decrease in consolidated net income was $195,000 or 6.6%.
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MANAGEMENT DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATION

Local network revenue increased in the New Ulm Telecom segment by $315,000 or
11.5% in 2002 over 200! and $354,000 or 14.7% in 200} over 2000. The increases are
significant considering the number of access lines decreased 1.1% in 2002 over 2001, due
to the adoption of Digital Subscriber Line (DSL) for internet access, and increased only
2.1% in 2001 over 2000. The revenue increases were accomplished with promotion and
packaging of vertical services most notably DSL, to supplement basic line charges. DSL,
which is used to provide high-speed access to the internet, was responsible for approxi-
mately $170,000 of the 2002 increase. The Company also entered into a number of
interconnect agreements, which allows competitive providers access to our customers at
the local service level, with wireless providers that enhanced local service revenues by
$56,000 for 2002 over 2001. Providing enhanced 911 services to our subscribers
enabled the Company to increase revenues by $38,000 in 2002 over 2001. Competitive
service offerings in Redwood Falls contributed an additional $35,000 in 2002 over 2001.
A local service rate increase beginning in February 2001 provided $200,000 additional
local service revenues in 2001 over 2000.

Network access revenue increased $233,000 or 5.9% in 2002 over 2001 and $84,000 or
2.2% in 2001 over 2000. Access minutes in 2002 decreased by 7.9% over 2001 and 2001
decreased by 4.4% over 2000. The increases in network access revenue in 2002 were sig-
nificant considering the decrease in minutes of use and the negative effects of network
access pricing, a common industry trend. The New Ulm Telecom segment has invested
$22,000,000 in capital expenditures since 2000. These capital expenditures, enhancing
this segment’s infrastructure, have allowed New Ulm Telecom to receive additional settle-
ments from the National Exchange Carrier Association (NECA). New Ulm Telecom has
now become eligible for high-cost loop funding.

Other operating revenues increased $396,000 or 41.0% in 2002 over 2001 and increased
$265,000 or 37.8% in 2001 over 2000. Due to the infrastructure enhancements that
have taken place since 2000, the New Uim Telecom segment has been able to begin offer-
ing video services over the existing infrastructure. The video product was responsible for
$426,000 of enhanced revenues in 2002 as compared to 2004. The CLEC in Redwood
Fails provided additional revenues of $20,000 in 2002 over 2001. The take back of billing
and collecting services by IXC’s resulted in a loss of revenues from 2002 to 2001 of
$80,000, for billing and collection revenues.

NEW ULMTELECOM, INC.AND SUBSIDIARIES

Cash operating expenses increased $524,000 or 12.9% in 2002 over 2001 and $400,000
or 10.9% in 2001 over 2000. Cash operating expenses have increased due to the
write-off of bankrupt carrier receivables totaling $246,000, and the increasing array of
services offered, such as video and DSL. The New Ulm Telecom segment realized the
need to compete in all aspects of communication services. This realization motivated
the segment to enhance its awareness of customer satisfaction, additional services
(video and DSL), aggressive marketing (brand recognition) and solutions for our cus-
tomers’ communication needs. The Company is striving for cost efficiencies and tech-
nological improvements to maintain its operating margins in the New Ulm Telecom
segment.

Noncash operating expenses increased $537,000 or 22.1% in 2002 over 200| and
$756,000 or 45.1% in 2001 over 2000. Depreciation expense is the main cause of these
increases. The increase in depreciation expense is reflective of the new investments of
$22,000,000 in the segment’s infrastructure as mentioned above. These investments have
allowed the Company to offer video and DSL services, as well as expand its service terri-
tory to Redwood Falls, Minnesota. These increases were offset by a $96,000 decrease in
the amortization of goodwill expense, due to new accounting standard SFAS No. 142,
“Goodwill and Other Intangible Assets”, effective January 1, 2002.

The New Ulm Telecom segment capital expenditures for 2002 were $6,829,000. The sin-
gle largest construction project consisted of building facilities in Redwood Falls, Minnesota
for CLEC activities. The segment had capital projects of $6,723,000 in 2001 and
$8,507,000 in 2000 due to the overbuild of the city of New Ulm, allowing NUT to offer
video and DSL to its customers utilizing the same infrastructure. The segment’s capital
budget for 2003 is approximately $1,900,000.
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MANAGEMENT DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATION

Peoples Telephone Company Operations

Peoples Telephone Company revenues represent 6.8% of 2002 consolidated operating
revenues. Revenues are primarily earned by providing approximately 900 customers
access to Peoples Telephone Company’s local network, and in providing interexchange
access for long distance network carriers. The PTC segment also earns revenue
through billing and collecting for various long distance companies, directory advertising,
cable television service, and internet access to its subscribers. All information contained
in this table is before eliminations.

2002 2001 2000
Operating Revenues:
Local Network $ 150852 §$ 141,654  $ 109,306
Network Access 615,791 690,392 687,666
Other 230,984 210,698 195,179
Total Operating Revenues 997,627 1,042,744 T 992,151
Cash Operating Expenses 448,508 417,076 397,348
Noncash Operating Expenses 148,950 135,024 118,800
Total Operating Expenses 597.458 552,100 516,148
Operating Income 400,169 490,644 T 476003
Net Income 1,347,423 410652 309318
Earnings Before Interest,
Taxes,Depreciation and Amortization
(EBITDA') 549,119 625,668 594,803
Capital Expenditures $ 118340 $ 206,403 $ 78410

Peoples Telephone Company revenues decreased $45,000 or 4.3% in 2002 over 2001
and increased $51,000 or 5.1% in 2001 over 2000.

Local network revenue increased in the Peoples Telephone Company segment by
$9,000 or 6.5% in 2002 over 200! and $32,000 or 29.6% in 2001 over 2000. The
increases are significant considering the number of access lines served decreased 2.3%
in 2002 over 2001 and increased .3% during 2001 over 2000. The revenue increases
were accomplished with promotion and packaging of vertical services, most notably, the
introduction of digital subscriber line (DSL), to supplement basic fine charges. DSL,
which is used to provide high-speed access to the internet, was responsible for approxi-
mately $12,000 of the 2002 increase.

NEW ULMTELECOM, INC.AND SUBSIDIARIES

Network access revenue decreased $75,000 or 10.8% in 2002 over 2001 and increased
$3,000 or 4% in 2001 over 2000. Access minutes decreased 6.1% in 2002 over 2001
and increased 1.7% in 2001 over 2000. The negative effects of network access pricing, a
common industry trend, will erode any potential increases in volume of switched min-
utes of use, minimizing future increases in network access revenue. The continued uti-
lization of the internet (e-mail, voice-over-IP) and wireless services will continue to
decrease the volume of switched minutes of use.

Cash operating expenses increased $31,000 or 7.5% in 2002 over 2001 and $20,000 or
5.0% in 2001 over 2000. The single largest reason for the increase in cash operating
expenses was due to the write-off of carrier receivables, $39,000, in 2002. Cash oper-
ating expenses have increased due to the number of services offered. The Peoples
Telephone Company segment recognized the need to compete in all aspects of commu-
nication services. This realization has motivated the segment to enhance its awareness
of customer satisfaction, additional services (DSL), aggressive marketing (brand recogni-
tion) and solutions for our customers’ communication needs. The Company is striving
for cost efficiencies and technological improvements to maintain its operating margins
in the Peoples Telephone Company segment.

Noncash operating expenses increased $14,000 or 10.3% in 2002 over 2001 and
$16,000 or 13.7% in 2001 over 2000. Depreciation was the main cause of this increase.
This increase was reflective of the steady amount of capital investments totaling

$480,388 since 2000.

The Peoples Telephone Company segment capital expenditures for 2002 were
$118,000. The single largest construction project consisted of building facilities in the
PTC serving area to offer advanced calling features and access to DSL. The segment
had capital projects of $206,000 in 2001 and $78,000 in 2000. Capital expenditures in
2002 were more reflective of a typical year.
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MANAGEMENT DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATION

2002 2001 2000

Cellular Investment Income $ 2788861 $ 1208636 $ 981,668
Proportionate Method:

Operating Revenues . 16.139561 10,031,822 7,795,241

Cash Operating Expenses b 10,290,753 6,206,282 4,775,446

Noncash Operating Expense 1,916,390 1,750,489 1,261,780

Total Operating Expenses L 12,207,143 7,956,771 6,037,226

Operating Income 3932418 2,075,051 1,758,015

Net Income h 2,788,861 1,208,636 981,668

Other Income and Interest Expense

Other income (primarily interest and equity in LLC income) was $653,000 higher in 2002
over 2001. The Company recognized a one-time pretax gain of $1,157,000 in 2002 due
to the dissolution of two cellular corporations held by the Peoples Telephone segment.

Included in other income is the Company’s 12.6% equity ownership in Fibercomm, L.C.
The company recorded $290,000 less investment income from Fibercomm, L..C. in 2002
over 2001, due to the write-off of carrier receivables {(most notably Global Crossing and
WorldCom) by Fibercomm. In 2001, the partnership income was $175,000, an increase
of $180,000 over 2000.

Interest expense increased $215,000 in 2002 over 2001 and $254,000 in 200} over 2000.
The increases can be attributed to the new $10 million revolving credit facility obtained
in July 2000. The Company refinanced the revolving credit facility on December 28, 200
with a $15 million term loan and a revolving credit facility of $10 million (total debt out-
standing under both facilities at December 31,2001 was $17,566,666). The term loan
facility’s weighted average interest rate is variable and was 2.82% at December 31, 2002
The debt was used for a majority of the $22 million in capital expenditures since January
1, 2000, the purchase of additional MWH units of $4.1 million, the early extinguishment
of the Phoenix debt (resulting in an early retirement of debt amount of $271,000, which
is included in interest expense) and the repurchase of New Ulm Telecom, Inc. stock of
approximately $1 million.

NEW ULMTELECOM, INC.AND SUBSIDIARIES

Review of Cash Flows

The Company’s net working capital of a negative $143,000 at December 31, 2002, was
a decrease of $4,335,000 from 2001. The decrease in working capital is a result of
intensive capital investment, aggressive payback of CoBank notes, and increased invest-
ment in non-current assets (most notably MWH). The 200} net working capital
includes over $3,000,000 of CoBank loan advances received in December 2001.
Those funds were expended in the first quarter 2002. They were used to purchase
additional common stock investments in two lowa RSA corporations and early retire-
ment of Phoenix Life Mutual Insurance Company long-term debt. The Company oper-
ates in capital intensive businesses. Additions to property, plant and equipment are the
Company’s largest investing activity, using $22,000,000 of working capital in the three
years ended December 31, 2002. The company also invested $4,106,000 in 2002 for
the purchase of additional MWH units. For cash flows from financing activities, aside
from the routine payment of shareholder dividends and the new levels of indebted-
ness in 2002 and 2001 (see “Liquidity and Capital Resources” below), the Company
used $981,000 to purchase outstanding shares of its common stock in 2001 and
retired debt of $4,077,000 in 2002. The Company’s largest source of working capital
has been its operations, primarily from New Ulm Telecom, Western Telephone
Company and Peoples Telephone Company.

Dividends

The Company paid dividends of $1,704,000 in 2002. This was a dividend of $.33 per
share, which was the same amount per share as the $.33 per share paid in 2001. The
Company's reinvested growth in equity has come about while maintaining dividends to
shareholders. The Company has made no announcements or plans to increase the divi-
dend in 2003. Paying at the existing level of dividends is not expected to negatively
impact the liquidity of the Company.

Inflation

It is the opinion of management that the effects of inflation on operating revenues and
expenses over the past three years have been immaterial. Management anticipates that
this trend will continue in the near term.

Share Repurchase Program

The Company’s Board of Directors authorized management to repurchase shares of
Company common stock through private transactions. During 2000, pursuant to this
authorization, the Company repurchased 500 (equivalent of 1,500 shares post split)
shares for $17,000, and in 2001 the Company repurchased 26,760 (equivalent of
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MANAGEMENT DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATION

Effects of Disposal of a Segment of a Business, and Extraordinary, Unusual and
Infrequently Occurring Events and Transactions”. SFAS No. {44 is effective for fiscal
years beginning after December 15,2001. The adoption had no impact on the
Company’s financial position or results of operations.

Liquidity and Capital Resources

Cash provided from operations and access to new debt continues to be the Company’s
sources of funds. Cash provided from operating activities decreased $465,000 in 2002
and increased $3,120,000 in 2001. In 2002 and 2001, the Company received proceeds
of $9,178,000 and $8,576,000 from the draw down of debt, respectively. As of
December 31, 2002, after payments (totaling $4,077,821 and $866,667 in 2002 and
2001, respectively) total debt owed by the Company was $22,667,091. The Company is
in substantial compliance with the debt service covenants placed upon them by
CoBank.

The Company uses variable rate short-term financial instruments as of December 31,
2002. The Company continually monitors the interest rates on its short-term bank
loans and long-term senior indebtedness. -

The Company’s capital budget for 2003 is approximately $2.4 million, which will be
financed through internally generated funds. As of December 31,2002 the Company
has no purchase commitments.

The Company has not conducted a public equity offering. It operates with original

equity capital, retained earnings and recent additions to indebtedness in the form of
senior debt and bank lines of credit. The Company believes its debt to total capital
proportions of 45 to 60 percent will be adequate for the foreseeable future.

Factors Affecting Future Performance

The Company's future results of operation and other forward-looking statements are
subject to risks and uncertainties, including, but not limited to, the effects of deregula-
tion in the telecommunications industry as a result of the Telecommunications Act of
1996. Such forward-looking statements are subject to risks and uncertainties that
could cause the Company’s actual results to differ materially from such statements and
the Company disclaims any obligation to update or revise any forward-looking state-
ments based on the occurrence of future events or the receipt of new information.

NEW ULMTELECOM, INC.AND SUBSIDIARIES

Quantitative And Qualitative Disclosures About Market Risk

The Company does not have operations subject to risks of foreign currency fluctua-
tions, nor does the Company use derivative financial instruments in its operations or
investment portfolio. The Company’s earnings are affected by changes in interest rates
as its long-term debt is based on a national variable rate. If interest rates for the por-
tion of the Company’s long-term debt based on variable rates had averaged 10% more
for the entire year ended December 31,2002, the Company’s interest expense would
have increased around $60,000 in 2002. Should interest rates rise significantly, manage-
ment would likely act to mitigate its exposure to the change by converting a portion of
its variable-rate debt to fixed-rate debt.
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INDEPENDENT AUDITORS’ REPORT

To the Shareholders and Board of Directors
New Ulm Telecom, Inc.
New Ulm, Minnesota

We have audited the accompanying consolidated balance sheets of New Ulm Telecom,
Inc. (@ Minnesota corporation) and Subsidiaries as of December 31,2002, and the related
consolidated statements of income, stockholders’ equity and cash flows for the year then
ended. These consolidated financial statements are the responsibility of the Company's
management. Our responsibility is to express an opinion on these consolidated financial
statements based on our audit. Ve did not audit the financial statements of Midwest
Wireless Holdings L.L.C., a limited partnership, the investment in which, as discussed in
Note 4 to the financial statements, is accounted for by the equity method of accounting.
The investment in Midwest Wireless Holdings L.L.C. was $13,392,129 and $6,310,830 as
of December 31, 2002 and 2001, respectively, and the equity in its net income was
$2,788,861, $1,208,636, and $981,668 for the years ended December 31,2002, 2001, and
2000. The financial statements of Midwest Wireless Holdings L.L.C. were audited by
other auditors whose report has been furnished to us, and our opinion, insofar as it
relates to the amounts included for Midwest Wireless Holdings L.L.C., is based solely on
the report of the other auditors.

We conducted our audit in accordance with auditing standards generally accepted in the

United States of America. Those standards require that we plan and perform the audit to
obtain reasonable assurance about whether the consolidated financial statements are free

NEW ULMTELECOM, INC.AND SUBSIDIARIES

of material misstatement. An audit includes examining, on a test basis, evidence support-
ing the amounts and disclosures in the consolidated financial statements. An audit also
includes assessing the accounting principles used and significant estimates made by man-
agement, as well as, evaluating the overall financial statement presentation. Ve believe
that our audit and the report of the other auditors provide a reasonable basis for our
opinion.

In our opinion, based on our audit and the report of other auditors, the consolidated
financial statements referred to above, present fairly, in all material respects, the financial
position of New Ulm Telecom, Inc. and Subsidiaries as of December 31,2002, and the
results of their operations and their cash flows for the year then ended, in conformity
with accounting principles generally accepted in the United States of America.

KIESLING ASSOCIATES LLP

West Des Moines, lowa
February 7, 2003



6¢

SINVIAISENS ANV DNI 'WOD3TILWIN MIN

7002 ‘1 T Asenugay
BI0S2ULIL| ‘|ned 1S

‘a1 0D % NITAIHLN3ASTO

"EJLIRWY JO $AIBIS P3UUM Y3 Ul paidedde A|fesausd sajdidpuid 3ununodoe

Yam A31Wa0juod Ul | 0OT ‘| € Joquieda(g papud poliad Syl ui sueak OMI BY) JO OB

40} SMOY s J13y) pue suonetado 1Syl JO SINS3J BY3 PUB |07 ‘| £ 49qWIadd(] Jo st
SSEIPISQNS pue ‘Ul ‘WOIB3] WiN MaN Jo ucisod |edueuy syl ‘s109dsad [elda3eW (jB UL
‘A|rey uasaud SAOQR 01 PaLISJRd SIUDWAIEIS [RIDURUY PAIEPI[OSUGD 33 ‘uoiuido uno yj

‘uotuido uno .oy siseq ajqeuosead e apiaoad sipne uno Jeyd

9913 BAA UONLIUSSDI IUSWIDIEIS [BIDUBUY |[EISA0 DYI SUIIBNEAD SE [|9M SE ‘JUdW
-adeuew Aq apew serewnsa juedyiudis pue pasn sajdpuud Sununodse ayy Suissasse
S9pN[DUl OS|E JIPNE Uy "SIUDWISILIS [BIDUBUY U3 Ul SAUNSOISIP pue sjunowe a3y Suisod
-dns 22uspIA3 ‘siISeq 1593 B UO ‘BululLexd SIPN|OUI HPNE Uy JUDWIIBISSIW [BLIDIEW JO
99.) 2. SIUDWIDIEIS [BIDUBLY DY) JSYIBYM INOQE SDUEINSSE D|GEUOSEDS UIRIqO O) UpNE
3y) wuopad pue ueid am Je 2.ainbau spaepuels asoy ] ‘BdlUBWY JO SBIBIS pAIUN BY3
ui pandadde A|jessusd spaepuels Bupipne yum SDUBPIOIDE Ul JIPNE INO PAIINPUOD A

"S)IPNE UNC UO pPaseq SIudwidels

Jerdueuy asayl uo uoluido ue ssaudxa o1 st Aiqisuodsss ung uswadeuew sAuedwor)
ay1 jo Apiqisuodsed aya 4B SIUSWISIEIS |BIDUBLY BSAY| 007 ‘| § JOQUIDIDQ papud
poriad ay1 ul s1eaA OMI DY JO LB 10} SMOY ysed pue Linba suap|oyprois ‘Swodul jo
SIUBLIDIEIS PIIEPIOSUOD PAJRIDI BYI PUB ‘[ Q07 ‘| £ J9QUIIID(] JO SB SALIBIPISQNS PUuE "du|
‘WODIR| WM M3N] JO 193Ys adue|eq palepljosuod 3ul{uedioddE 3yl palipne aARY IAA

£10SBUUI ‘W) MIN
“2U] ‘WOD3JB| WM MIN
$10122.1(] JO PJEOg PUE SIIP|OYDIRYS Y3 O]

1HOd3Y SYOLIANY LNIAN3IdIANI



30

CONSOLIDATED BALANCE SHEETS

December 31,

2001

4,245,683

1,878,444
966,565
112,210

7,202,902

6,310,830
3,248,495
687,402
252,854
1,154,736

11,654,317

43,032,672
2,396,063
1,539,443

46,968,178
22,973,617

ASSETS
2002
CURRENT ASSETS : 9
Cash and cash equivalents ”m 1914113
Receivables, net of allowance for doubtful
accounts of $100,950 and $24,500 2,626,492
. . . . 502,315
Materials, supplies, and inventories i
Prepai , 183,751
repaid expenses
5,226,671
INVESTMENTS AND OTHER ASSETS
. 13,392,129
Cellular investments (see note 4)
Goodwill and intangibles, net of amortization (see note 8) 3,246,442
Notes receivable from officer (see note ||} 674,037
Notes receivable -
Other investments 1,042,8%
18,355,504
PROPERTY, PLANT AND EQUIPMENT
o 51,864,392
Telecommunications plant
Other property and equipment 2,438,378
- 1,850,221
Cable television plant
56,152,991
Less accumulated depreciation 26,423,783
29,729,208
53,311,383

TOTAL ASSETS

23,994,561

See Notes to Consolidated Financial Statements

NEW ULM TELECOM, INC.AND SUBSIDIARIES

42,851,780
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CONSOLIDATED STATEMENT OF INCOME

December 31,2002 and 2001

OPERATING REVENUES
Local network

Network access

Billing and collecting
Miscellaneous
Nonregulated

OPERATING EXPENSES
Plant operations
Depreciation
Amortization

Customer operations
Corporate operations
Other operating

OPERATING INCOME

OTHER INCOME (EXPENSE)

Interest expense

Interest expense - debt retirement
Interest and dividend income

Interest during construction

Gain on dissolution

Equity earnings in cellular partnership
Other investment income (expense)

INCOME BEFORE INCOME TAXES

INCOME TAXES

NET INCOME

BASIC AND DILUTED NET INCOME PER WI>Wm
DIVIDENDS PER SHARE

See Notes to Consolidated Financial Statements.

NEW ULMTELECOM, INC.AND SUBSIDIARIES

2002 2001 2000
3,565,358 3,126,394 $ 2,677,558
6,201,044 6,198,446 6,128,831

139,053 231,016 283,485
408,446 424,237 422,283
4,020,342 3,354,729 2,973,180
14,334,243 13,334,822 12,485,337
1,691,595 1,728,872 1,743,268
3,635,243 2,946,012 2,190,427
31,006 129,143 113,824
876,001 687,306 778,836
2,253,628 2,004,173 1,746,414
2,266,385 1,911,141 1,573,000
10,753,858 9,406,647 8,145,769
3,580,385 3,928,175 4,339,568
(628417) (672,342) (418,043)
(271,200) . -
83,547 83,432 117,096
42,645 30,442 160,771
1,157,915 . .
2,788,861 1,208,636 981,668
(129,405) 160,534 (11,796)
3,043,946 810,702 829,696
6,624,331 4,738,877 5,169,264
2,634,350 1,970,639 2,206,137
3,989,981 2,768,238 $ 2,963,127
$0.78 0.54 $ 0.57
$0.33 0.33 $ 0.33
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CONSOLIDATED STATEMENTS OF CASH FLOWS

CASH FLOWS FROM OPERATING ACTIVITIES
Net income

Adjustments to reconcile net income to net cash provided by operating activities:

Depreciation and amortization
Undistributed earnings of cellular investment
Deferred income taxes
Deferred investment tax credits
Gain from dissolution
Changes in assets and liabilities:
(Increase) Decrease in:
Receivables
Inventories
Prepaid expenses
Increase (Decrease) in:
Accounts payable
Other accrued taxes
Other accrued liabilities
Net cash provided by operating activities

CASH FLOWS FROM INVESTING ACTIVITIES
Additions to property, plant and equipment, net
Change in certificate of deposit

Redemption of notes receivable, net of investment
Purchase of cellular investments

Other, net

Net cash used in investing activities

CASH FLOVWY FROM FINANCING ACTIVITIES
Principal payment of long-term debt
Insurance of long-term debt
Retired stock
Dividends paid
Net cash provided by financing activities
Net Increase (Decrease) in Cash and Cash Equvalents
Cash and Cash Equivalents at Beginning of Year

Cash and Cash Equivalents at End of Year

See Notes to Consolidated Financial Statements.

Years Ended December 31

2002 2001 2000
3989981 $ 2,768,238 2,963,127
3,666,249 3,075,155 2,304,251
(1,817,374) (589,112) (439,485)
1,365,804 806,879 (31,590)

(3.543) (3.543) (3.542)
(1,157,915) - -
(748,048) (385,156) (36,014)
464,250 894,404 (1,303,654)
(71.541) 15,350 (39,443)
(1,928) (344,446) (467.435)
1,607 (37.778) 46,007
79,730 31,785 120,131
5,767,272 6.231.776 3,112,353
(7.766,799) (7.544,751) (9.054,147)
- - 600,000
266,219 41,227 4317)
(4,106,010) - -
111,840 (202,660) (294,317)
(11,494,750) (7.706,184) (8.752,781)
(4,077,821) (866,667) (366,667)
9,178,246 8,576,000 6,924,000
- (980,577) (16,750)
(1,704,517) (1,709,409) (1,732,455)
3,395,908 5019347 4,808,128
(2,331,570) 3,544,939 (832,300)
4,245,683 700,744 1,533,044
1914113 § 4,245,683 700,744
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE I. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
(Continued)

Interest During Construction
The Company includes in its telecommunications plant account an average cost of debt
used for the construction of the plant.

Cash Equivalents
All highly liquid investments with a maturity of three months or less at the time of pur-
chase are considered cash equivalents.

Income Taxes and Investment Tax Credits

The provision for income taxes consists of an amount for taxes currently payable and a
provision for tax consequences deferred to future periods. Deferred income taxes are
recognized for the future tax consequences attributable to differences between the
financial statement carrying amounts of existing assets and liabilities and their
respective tax bases. Significant components of the Company’s deferred taxes arise
from the basis in property, plant, and equipment due to the use of accelerated deprecia-
tion methods for tax and partnerships due to the difference between book and tax
income. For financial statement purposes, deferred investment tax credits are being
amortized as a reduction of the provision for income taxes over the estimated useful
lives of the related property, plant and equipment.

Credit Risk

Financial instruments which potentially subject the Company to concentrations of cred-
it risk consist principally of cash and receivables. The Company places its cash invest-
ments with high credit quality financial institutions in accounts which, at times, may
exceed the federally insured limits. The Company has not experienced any losses in
these accounts and does not believe it is exposed to any significant credit risk.
Concentrations of credit risk with respect to trade receivables are limited due to the
Company’s large number of customers.

Basic and Diluted Net Income Per Common Share

Basic and diluted net income per common share is based on the weighted average
number of shares outstanding of 5,115,585 for 2002, 5,135,655 for 2001,and 5,196,615
for 2000. All per share data has been restated to reflect the three-for-one stock split
effective January 10, 2002.

NEW ULM TELECOM, INC.AND SUBSIDIARIES

Reclassifications

Certain reclassifications have been made to the 2001 and 2000 consolidated financial
statements to conform with the 2002 presentation. These reclassifications had no
impact on previously reported net income or shareholders’ equity. These reclassifica-
tions decreased operating revenues and operating expenses by $329,196 and $336,825
for 2001 and 2000, respectively.

NOTE 2. PROPERTY, PLANT AND EQUIPMENT

Property, plant and equipment includes the following:

December 31,
2002 2001
Telecommunications plant $ 51,864,392 $ 43,032,672
2,438,378 2,396,063
1,850,221 1,539,443
56,152,991 46,968,178
Less accumulated depreciation 26,423,783 22973617

Total property, plant and equipment $ 29729208 $ 23,99456l

Depreciation is computed using the straight-line method based on estimated service or
remaining useful lives. The composite depreciation rates on telecommunications plant
and equipment for the three years ended December 31,2002, 2001 and 2000 were

7.4 %,7.2% and 6.3%, respectively. Other property is depreciated over estimated useful
lives of three to fifteen years. ‘

NOTE 3. FAIRVALUE OF FINANCIAL INSTRUMENTS

The following methods and assumptions were used to estimate the fair value of each
class of financial instrument for which it is practicable to estimate that value.

Long-term investments: It was not practicable to estimate a fair value for common stock
investments in companies carried on the cost basis due to a lack of quoted market
prices. The Company believes the original cost is not impaired at December 31, 2002.
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) NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 7. LONG-TERM DEBT

Long-term debt is as follows: December 31, December 31,
2002 2001 2002 2001
Unsecured note payable to Phoenix Home Life Secured ten year reducing revolving credit factili-
Mutual Insurance Company in quarterly install- ty to CoBank, ACB in monthly installments of
ments of $65,000 plus 6.45% interest through $125,000 (begining in 2002) plus a national vari-
December 1, 2008 . $ 1,820,000 able rate of interest through December 20, 201 |
(2,82% and 3.41% at December 31,2002 and
Unsecured note payable to Phoenix Home Life 2001) 13,500,000 15,000,000
Mutual Insurance Company in quarterly install- 22,667,091 17,566,666
ments of $18,333 plus 6.45% interest through Less Amount due within one year 2,514,130 1,866,666
December |, 2008 - 513,333 Long-term debt $ 20152961 $ 15,700,000
Unsecured note payable to Phoenix Home Life Substantially all assets of the Company are pledged as security for the long-term debt
Mutual Insurance Company in quarterly install- under certain loan agreements with CoBank. These mortgage notes are to be repaid in
ments of $8,333 plus 6.4% interest through equal quarterly and monthly installments covering principal and interest beginning in the
December 1, 2008 - 233,333 year after issue and expiring by December 20, 2011,
Unsecured ten year note with the City of The security and loan agreements underlying the CoBank notes contain certain restric-
Redwood Falls, payable semiannually (beginning in tions on distributions to stockholders, investment in, or loans to others. In addition, the
2002), at a fixed 5% interest rate maturing on Company is required to maintain certain financial ratios for current assets to current lia-
January 1,2013 167,091 - bilities, net worth to total assets, long-term debt to operating cash flow and debt service
, coverage.

Secured ten year reducing revolving credit facility
to CoBank, ACB in quarterly instaliments of Principal payments required during the next five years are:
$250,000 (beginning in 2003) plus a national vari-
able rate of interest through December 20, 2011 9,000,000 - 2003 $2,514,130
(2.82% at December 31, 2002) , 2004 . $2,514,845

2005 $2,515,597

2006 $2,516,387

2007 $2,517,216

Cash payments for interest, net of amounts capitalized, were $549,704 and $683,189 in
2002 and 2001, respectively.

NEW ULM TELECOM, INC.AND SUBSIDIARIES
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 9. INCOMETAXES AND INVESTMENT TAX CREDITS

Income taxes reflected in the Consolidated Statements of Income consist of the
following:

Years Ended December 31,

2002 2001 2000
Taxes currently payable: :
Federal $ 827468, $ 873,398 $1.669,697
State 444,621 | 293,905 571,572
Deferred income taxes 1,365,804 | 806,879 (31,590)
Amortization of investment tax credits Au‘mAwf (3,543) (3,542)
Total income tax expense $2,634350 - $1,970,639 2,206,137

The differences between the statutory federal tax rate and the effective tax rate
were as follows:

2002 2001 2000

Statutory tax rate 35.0% 35.0% 35.0%
Effect of:

Surtax exemption -LO% -1.0% -1.0%
State income taxes, net of federal tax

benefit 6.7% 6.5% 6.5%
Amortization of investment tax

credits -0.1% -0.1% -0.1%
Non-deductible expenses 0.4% 1.4% 1.5%
Other, net -1.2% -0.2% 0.8%
Effective tax rate 39.8% 41.6% 42.7%

NEW ULMTELECOM, INC.AND SUBSIDIARIES

Deferred income taxes reflected in the Consolidated Balance Sheets are summa-
rized as follows:

December 31,
2002 2001
Deferred Tax (Assets)/ Liabilities
Depreciation $ 3,207,677 $ 2,160,628
Partnership basis 592,523 228,744
Other (148,553) (103,529)
Total $ 3,651,647 $ 2,285,843

Cash payments for income taxes were $2,068,031 and $1,530,207 in 2002 and 2001,
respectively.

NOTE 10. GAIN ON DISSOLUTION

In january of 2002, Cherokee Cellular, inc. and Three Lakes Cellular, Inc. were dissolved.
These corporations contained units in Midwest Wireless Holding. Peoples Telephone
company owned stock in each corporation. The units of Midwest Wireless Holding
were transferred directly to the shareholders of Cherokee Cellular, Inc. and Three
Lakes Cellular, Inc. The Company recognized a nonmonetary gain of $1,157,915 on the
transfer of units in Midwest Wireless Holdings.

NOTE |I. RELATED PARTY TRANSACTIONS

The officer note receivable is secured by 153,690 shares of New Ulm Telecom, Inc.
common stock and has a 6.09% interest rate. A prior, variable interest rate note
became due on January 1,2001 and was renewed. This note requires an annual pay-
ment of $55,228, including interest, with payments commencing on fanuary |, 2002 and
a final balloon payment due on January |, 2006.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Year Ended December 31, 2002:
Operating Revenues
Operating Expenses
Operating Income
Interest Expense
Cellular Investment Income
Gain on Dissolution
Other Investment Income

Income Before Income Taxes
Depreciation and Amortization
Total Assets

Capital Expenditures

Year Ended December 31,2001:
Operating Revenues
Operationg Expenses
Operating Income
Interest Expense
Cellular Investment Income
Other Investment Income

Income Before Income Taxes
Depreciation and Amortization
Total Assets

Capital Expenditures

Year Ended December 31, 2000:
Operating Revenues
Operating Expenses
Operating Income
Interest Expense
Cellular Investment Income
Other Investment Income

Income Before Income Taxes
Depreciation and Amortization
Total Assets

Capital Expenditures

Western Peoples
New Ulm Telephone Telephone New Ulm Cellular
Tetecom, Inc. Company Company Phonery, Inc. Investments

$ 8,631,748 $ 2,332,222 $ 997,627 $ 2,081,868 $ 16,139,561
7,555,546 1,223,263 597,458 1,255,929 12,207,143

1,076,202 1,108,959 400,169 825,939 3,932,418
(580,080) (107,760) (116,500) (5,955) (801,375)

- - 1,157,915 - -
21,394 2,084 (27,450) 759 (342,182)

$ 517,516 $ 1,003,283 $ 1,414,134 $ 820,743 $ 2,788,861
$ 2,969,242 $ 390,469 $ 148,950 $ 157,588 $ 1,916,390
$ 67,261,902 $ 10,151,203 $ 5,341,543 $ 4,195,423 $ 31,573,822
$ 6,828,746 $ 716,534 $ 118,340 $ 103,179 $ 3,164,667
3 7,687,791 $ 2,341,132 $ 1,042,744 $ 1,895,268 $ 10,601,290
6,493,827 1,063,092 552,100 1,144,518 8,526,239

1,193,964 1,278,040 490,644 750,750 2,075,051
(620,072) (36,029) (16,241) - (713,755)
65,049 4,744 202,739 1,876 (152,660)

$ 638,941 $ 1,246,755 $ 677,142 $ 752,626 $ 1,208,636
$ 2,431,752 $ 385,197 $ 135,024 $ 123,182 $ 1,692,507
$ 52,070,721 $ 9,996,520 $ 4,149,850 $ 3,634,562 $ 22,969,308
$ 6,723,454 $ 181,906 $ 206,403 $ 432,988 $ 2,562,355
$ 6,986,102 $ 2,315,435 $ 992,151 $ 1,890,770 $ 8,405,266
5,337,563 1,026,332 516,148 1,170,316 6,647,251

1,648,539 1,289,103 476,003 720,454 1,758,015
(358,985) (40,639) (18,419) - (655,807)
204,660 12,049 46,504 2,858 (120,540)

$ 1,494,214 $ 1,260,513 $ 504,088 $ 723312 $ 981,668
$ 1,675,965 $ 374,215 $ 118,800 $ 135,271 $ 1,217,258
$ 42,770,269 $ 9,286,654 $ 3,766,987 $ 3,147,447 $ 20,052,351
$ 8,507,375 $ 367,813 $ 78,410 $ 100,549 $ 9,417,650

NEW ULMTELECOM, INC.AND SUBSIDIARIES
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Supplementary Financial Information

UNAUDITED QUARTERLY OPERATING RESULTS
Quarter Ended

March 31

2002

Revenues $

Operating
Income

Net Income

Basic and
Diluted Net
Income per
Share

2001

Revenues $

Operating
Income

Net Income

Basic and
Diluted Net
Income per
Share

3,666,152

1,087,180
1,618,275

0.32

3,225,165

894,781
654,367

0.13

June 30

$ 3.699.541

1,053,457
966,870

0.19

$ 3,330,520

871,762
754,903

0.15

September 30  December 31
$ 3,554,737 $ 3,4138I3
579817 859,931
641,733 763,103

0.13 0.14

$ 3,234,741 $ 3,544,396
968,058 1,193,574
619,257 739,711

0.12 0.14

All per share data has been restated to reflect the three-for-one stock split effective

January 10,2002.

NEW ULMTELECOM, INC.AND SUBSIDIARIES

Changes in and Disagreements with Accountants on Accounting and Financial
Disclosure

Effective November 18, 2002, Olsen Thielen & Co., Ltd. (O&T) was dismissed as the
Company’s independent auditors. O&T’s reports on the audited financial statements for
the year ended December 31,2001, did not contain adverse, qualified or modified opin-
ions. The change in accountants was recommended by the Board of Directors. There
were no disagreements with O&T. On November 26, 2002 the Board of Directors
appointed Kiesling Associates LLP as the Company’s independent auditors.
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James Jensen
Chairman of the Board
Marketing Consuttant and
Sales Representative,
Kohls-Weelborg Dealerships
Springfield, MIN

Rosemary Dittrich

Part owner and Corporate
Secrelary of D & ATruck Line
New Ulm, MN

Mary Ellen Domeier Duane Lambrecht

CEO of Valley Bank & Trust Owner; President and CEQ Owner and operator of family Retired President of
New Ulm, MN of Shefter Products, Inc. grain and livestock farm “The Insurance Group
New Ulm, MN New Ulm, MN New Ulm, MN

Perry Meyer Gary Nelson

B OARD OF DIRECTORS

Robert Ranweiler
C.PA. and a principal of

Biebl, Ranweiler & Co. Chtd.
Certified Public Accountants
New Ulm, MN
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CORPORATE OFFICERSTS

Bill Otis Barbara Bornhoft Christopher Hopp
President Vice-President/Secretary Treasurer



o

T

e
s (L

i




E

U

L

M

TELECOM

b4

N C

P.

0

B O X

697

NEW

U

L

M

]

M

56073

507 .354.4

11

W W W .

NEWULMTEL.

N

E

T



